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DATE: March 1, 2007

RE: Fiscal Impact to the City due to Non-Resident Employees

Councilmember Watson asked our office to determine the fiscal impact to the city
due to employees moving out of the city since the residency law was changed in
2000.

Attached is a copy of the Anderson Economic Group's study entitled "Economic
and Financial Impact Assessment of Changed in Residency Requirements in the
City of Detroit, Michigan". This study was commissioned by Mayor Archer in
1999 during negotiations and lobbying with the legislature prior to the passage of
P.A. 212 of 1999 that restricted city residency rules.

The Anderson study found that a change in the residency law would result in a
loss of tax revenue to the City of Detroit. The study focused on income tax,
property tax and utility user tax. They felt that the annual loss to the city would
be $21 million annually.

Using the same three major revenues alOngwith the actual number of non-
resident employees as of June 2005, our office determined the annual loss to the
city to be $7.059 million, but after applying the same multiplier effect as the study
did of 1.25, the total loss calculation is $8.82 million per year.

We have asked the Administration for additional and updated information for
further analysis and they are willing to assist us, but the information is not easily
generated. When we receive the information and if it changes our numbers, we
will inform Council.

cc: Council Divisions
Kandia Milton, Mayor's Office
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Update on Fiscal Impact to the City of Detroit Due to Non-Resident Employees

As of.6/30/2005 Citywide percentage of nonresident employees 26.46%

Income Tax Imoact Analvsis:
Municipalincometax ratebudgetedin2007:2.5%for residentsand 1.25%for non-residents

Estimate of municipal income tax revenue if all employees were residents
FY 2007 All Citywide salary and wage budget - $676 million @2.5% = $ 17.30 M

FY 2007 Resident Employee salary budget - 9,277 employees
Calculation: $497.5M x 2.5% =

FY 2007 Non-Resident Employee salary budget - 3,337 employees
Calculation: $178.5M x 1.25% =

Est. of inc. tax rev. with mix of residents and non-resident employees

Prooertv Tax Imoact Analvsis:

Assume Average Taxable Values for homesteads
Assume 75% of all active employees own home

75% of 12,614 actives= 9,460 less 26.5% FTEs who become non-residents=2,507
Calculation: $35,000 avg TV x 35.9706 mills x 2,507 =

$ 35,000

$ 3.156 M

Solid Waste Fee:
2,507employeeswhomovehouseholdoutof city
2,507x $300= $ 0.752 M

Utilitv User's Tax Imoact Analvsis:
Assume$300/monthfor eithergasor electric
Calculation:$3,600x 5%x 2,507households

$ 3,600
$ 0.451 M

Annual Lost Revenue due to city employees moved out of city $ 7.059 M

Multiplier effect of 1.25 $ 8.82 M

Number of city employees who have moved out of city 3,337

Multiplier effect of 1.25 4,171

Total Population loss in Detroit as estimated by SEMCOG 2000-2006 82,500

Total Occupied housing unit loss in Detroit as estimated by SEMCOG2000-2006 30,038

Total Housing units lost in Detroit as estimated by SEMCOG2000-2006 13,222
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$ 12.40 M

$ 2.20 M

$ 14.60 M

Lost Revenue $ 2.70 M



RESIDENCY OF PUBLIC EMPLOYEES
Act 212 of 1999

AN ACT to restrict certain governmental entities from requiring individuals to reside within certain
geographic areas or specified distances or travel times from their place of employment as a condition of
employment or promotion.

History: 1999, Act 212, Eff. Mar. 10,2000..

The People of the State of Michigan enact:

15.601 Definitions.
Sec. 1. As used in this act:

(a) "Public employer" means a county, township, village, city, authority, school district, or other political
subdivision of this state and includes any entity jointly created by 2 or more public employers.

(b) "School district" means a school district, local act school district, or intermediate school district as
those terms are defined in the revised school code, 1976 PA 451, MCL 380.1 to 380.1852, or a public school
academyestablishedunder the revisedschoolcode, 1976PA451,MCL 380.1to 380.1852.

History: 1999, Act 212, Eff. Mar. 10,2000.

15.602 Residency requirements of public employees.
Sec. 2. (1)' Except as provided in subsection (2), a public employer shall not require, by collective

bargaining agreement or otherwise, that a person reside within a specified geographic area or within a
specified distance or travel time from his or her place of employment as a condition of employment or
promotion by the public employer.

(2) Subsection (1) does not prohibit a public employer from requiring, by collective bargaining agreement
or otherwise, that a person reside within a specified distance from the nearest boundary of the public
employer. However, the specified distance shall be 20 miles or another specified distance greater than 20
miles.

(3) A requirement described in subsection (2) does not apply to a person if the person is married and both
of the following conditions are met:

(a) The person's spouse is employed by another public employer.
(b) The person's spouse is subject to a condition of employment or promotion that, if not for this section,

would require him or her to reside a distance of less than 20 miles from the nearest boundary of the public
employer.

(4) Subsection (1) does not apply if the person is a volunteer or paid on-call firefighter, an elected official,
or an unpaid appointed official.

History: 1999, Act 212, Eff. Mar. 10,2000.

15.603 Applicability to certain employment contracts.
Sec. 3. This act applies only to employment contracts entered into, renewed, or renegotiated after the

effective date of this act, in accordance with the prohibition against impairment of contracts provided by
section 10 of article I of the state constitution of 1963.

History: 1999, Act 212, Eff. Mar. 10,2000.

Rendered Wednesday, February 28, 2007

@ Legislative Council, State of Michigan

Page1 Michigan Compiled Laws Complete Through PA 682 of 2006

Courtesy of www.legis/ature.mi.gov
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Executive Summary

Goals of the Analysis
Patrick L. Anderson,managingdirector of AndersonEconomicGroup,was
commissionedin Juneof 1999to evaluatetheeconomicandfinancial impactof a
legislative proposalto end the abilityof the Cityof Detroitto requirethat Cityemployees
live within the City.l The findings of that research were summarized in a report given in
two labor arbitration proceedings in the fall of 1999. At the request of the City, Mr.

. Andersonalso presentedthe resultsof the researchto a committeeof the MichiganHouse
of Representativeslater in the year. A portionof the reportwas also made availableto
the generalpublicon the Internetsite of AndersonEconomicGroup?

The legislatureultimatelyadopted,and the Governorsigned,a public act restrictingthe
rights of citiesto enforceresidencyrequirements. This reportsummarizesthe resultsof
the originalresearchon the probableeffectsof endingthe residencyrequirement,and
includesadditionalrelevant infonnationthat has becomeavailablesince the fall of 1999.

Project Team
Patrick L. Anderson,ManagingDirectorof AndersonEconomicGroup, directedthe
study. Mr.Andersonhas over 15years experiencein evaluatingthe economyandpublic
financesof the state of Michiganand its cities. His backgroundbefore foundingAEG
includedservingas Economistfor ManufacturersNationalBank of Detroit (now
Comerica),AVP for AlexanderHamiltonLifeInsuranceCompany,DeputyBudget
Director for the Stateof Michigan,and Chiefof Staffof the Departmentof State. He is
the authorof over 75 publishedmonographs,studies,andarticleson economicissues,
includinga numberof analysesof the Detroit-areaeconomy.

Ian K. Clemens,consultantwithAEG, assistedon the data collection,modeling,and
analysis. Mr. Clemensreceiveda degreein Mathematicsfromthe Massachusetts
Instituteof Technology,andhas been a consultantwith AEG since 1998,wherehis
projectshave includedeconomicimpactassessments,city businessclimateand budget
comparisons,anddemographicanalysis.

1Michigan Act 312 arbitrations between the City of Detroit and the Lieutenants and Sergeapts Association,
and the Police Officers Association.

2 The Anderson Economic Group site is http://www.aeg1.com.
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ResidencyRequirements
Detroit,like many other cities in Michigan and acrossthe country,imposesa residency
requirementon its employees. However, a bill recentlysignedinto lawprohibitslocal
governmentsfrom imposingsuch requirementsor includingthem in collectivebargaining
agreements.3Accordingto a legislativeanalysis, the bill wouldnegativelyaffectthe
City's finances,by "reducingthe incometax revenuecollectedby ... citiesthat levya
city incometax.,,4

This report discusses the economics of the Detroit area, the location preferences of
Detroit residents, as evidenced by survey data and actual behavior, and the fiscal and
economicimplicationsof Detroitresidentsexercisingtheir locationpreferencesunder the
new law.

MigrationPotentialof the DetroitMetropolitanArea
The greatermetropolitanarea surroundingthe Cityof Detroitis the 8thlargestin the
country,accountingfor over 5.2 millionpeople,of whichover4.3 millionare in the
immediateDetroitMetropolitanarea.5 A networkof freewaysallowsdirectaccessto
mostparts of the Metropolitanarea, as well as surfacestreetsconnectingwith all areas.
Thus,employeesof the Cityof Detroitare able to easilyrelocatein other urbanand
suburbanareaswithin commutingdistanceof their placesof work.

3 Public Act 212 of 1999, which was signed into law by Governor Engler on December 22, 1999, and
effective on March 10, 2000. The bill provides in pertinent part: '

Sec. 2. A public employer shall not require, by collective bargaining agreement or otherwise, that
a person reside within a specified geographic area or within a specified distance or travel time
nom his or her place of employment as a condition of employment or promotion by the public
employer. This act does not prohibit a public employer nom requiring, by collective bargaining
agreement or otherwise, that a person reside within a specified distance fTomthe nearest boundary
of a public employer. However, the specified distance shall be 20 miles or another specified
distance greater than 20 miles.
Sec. 3. This act applies only to employment contracts entered into, renewed, or renegotiated after
the effective dateofthis act, in accordance with the prohibition against impairment of contracts
provided by section 10 of article I of the state constitution of 1963.

A constitutional amendment has been placed on the November, 2000 ballot that, if passed, may affect this
Act.
4 "Bill Analysis," 4-20-99; Senate Fiscal Agency, Lansing Michigan. A second analysis, recapping
arguments pro and con, again repeated the notion that, especially in "unattractive" cities, that some
employees would likely move out a city that no longer imposed a residency requirement.
5Bureau of Census, Current Population Estimates, MA-96-8. The Detroit-Flint-Ann Arbor area is
considered a CMSA by the Census; the Detroit PMSA accounted for 4.3 million people in 1996; the Ann
Arbor and Flint PMSAs had 530,000 and 436,000 people, respectively
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Reasons for Employee Relocation
The Cityhas endureda seriousloss in populationand economicbase ever the past three
decades. At the last decennialcensus, the Citybarelymaintaineda populationover I
million. Most privateand governmentalestimatesof the currentpopulationindicatea
continuingdecline,althoughthe City believesthe populationremainsabove I million.6

There is evidenceof a motivationon the partof Cityemployeesto relocateoutsidethe
City. Past surveysof Cityemployeeshave indicateda desireto migrateon the part of a
significantnumberof employees,althoughthis surveydata is dated and mayno longer
reflect currentconditions.7Whilesurveydatahave well-knownlimitations,the empirical
evidenceof migrationon the part of Detroit'scitizens is overwhelming.8As other
residentsof the City,not compelledby ordinanceto residewithinthe Cityboundaries,
have chosento relocate,there is strongreaSORto believesimilarly-situatedmunicipal
workerswoulddo so as well.

Census data indicate that, among employed workers of various occupations residing in
the City of Detroit in 1985, between 14% and 29% had relocated outside the City by
1990. In the professional, technical, managerial, clerical, and sales occupations, between
21% and 29% had migrated injust 5 years. These data are presented in Table1: Migration
Status of 1985 Detroit Population.

6 Part of the dispute lies in the under-numerated portions of society, which are disproportionately
concentrated in cities like Detroit. The results of this analysis apply whether the City is above or below the
1 million mark, as it focuses on the change in tax revenue trom current, unambiguous levels.
7 The survey data is reported in the Thompson analysis, described in the section entitled "Comparison with
Past Analyses," starting on page 24. .

Some conditions have changed since these surveys were conducted. The current City administration
enjoys much better relations with the suburbs than in the past. The finances of the City are in better shape
than during much ofthe 1980's, as reflected in bond ratings upgrades in 1992 and 1996. However, the City
continues to have shakier finances than many of its peers, and the current recovery in its fortunes is
somewhat fragile. See, e.g., Moody's Municipal Recap, October 17, 1996, regarding an upgrade on
Detroit's GO bonds trom "bal" to "baa."
8Actual behavior in the recent past is an excellent predictor of future behavior.
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Table 1: Migration Status of 1985 Detroit Population

Selected Characteristics of Detroit Population in 1985, by Migration Status

Source: US Census Bureau, Public Use Microdaia Sample, 1990; Patricia Becker, APB Associates

The degree to which the employment base of the City declined during this period,
compared with the total base of residents, is graphically illustrated in Figure 1: Declinein
DetroitEmploymentBase,1985-1990.As showninthe figure,the professional,technical,
service,and blue-collaremployeesin the City in 1985migratedoutsidethe City withinfiveyears.
By contrast,fully92% of the unemployedbase of residentsremainedin the City.

Thus, as shownin the bottompanelof the figure,the declinein the remainingshare of
employedworkerswas overdoublethat ofthe populationas a whole.

AEG 4

People Living in Detroit in 1985, and Living Somewhere in US in 1990

-Place of Residence in 1990-

Detroit Other Tri-County Elsewhere in US

Overall Universe 83% 9% 8%

by Occupation:

Professional/ Managerial 71% 16% 13%

T echnical/ Clerical/Sales 79% 11% 10%

Service 86% 6% 8%

Blue-Collar 82% 11% 7%

Unemployed or working

without pay 92% 3% 5%

by Number qf Earners:

One Wage Earner 81% 10% 9%

Two or More Earners 72% 17% 13%

No WaKe earner 89% 6% 5%
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Figure 1: Decline in Detroit Employment Base, 1985-1990 .

Decline in Detroit EmploymentBase, 1985-1990
by Occupation and Employment Status

Share of 1985 Workers Remaining in 1990
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Source: Census PUMS; APB Associates

[Insert Figure 1 here]
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Analysisof CurrentResidences
To betterunderstandthe factorsthat are usedby City employeesin thefr location.
decisions,weundertooka detailedanalysisof the currentlocationsof Detroitfirefighters,
using our geographicinfonnationsystemsfacility.

Methodology
We receivedfromthe City a subsetof their databaseof Cityof Detroitemployees,which
listed the homeaddressesof firefighteremployees.We wereable to preciselygeocode
1,177of the 1,185listed locationsof Detroitfirefighters.9A numberoflocations were
listed by morethan one firefighteras their principaladdress,anda handfulcouldnot be
referencedagainstour currentstreetaddressdatabase.lo

We then mappedthese geocodedlocationsandthe boundariesof the City of Detroit,
showingthe relationshipbetweenthe residencesand the borders. We also perfonned
some simplestatisticalcalculations.

Current Residence Preferences

The map below illustrates the spatial distribution of residences of City of Detroit
Firefighters. It is clear that firefighter residences are not randomly distributed. Instead,
they tend to congregate in certain neighborhoods, often very close to the Detroit border.

To calculate with precision the degree of this congregation, we conducted a spatial
analysis ofthe listed residences, using our geographic infonnation systems facility. By
precisely locating each residence, and the City's border, we identified those residences
that were within a buffer region of just 1/2 mile in width, along the City's borders.
Surprisingly, about 46% of the city's firefighters live within one-half mile ofthe city's
border.11 When you expand the buffer to 1 mile from the border, a full 63% of the
firefighters live in the buffer area.

The City itself comprises about 142.7 square miles of space, and this buffer region
occupies only 57.5 square mile of that space (including the region along the river, in
which few firefighters live). Thus, the decision of most firefighters to live in a narrow
strip next to surrounding communities conclusively that the location decisions are
affected by a preference to spend a good amount of time outside the City.

9 To" geocode" a location is to take street address or other infonnation, and use it to precisely locate it
geographically, with spatial components such as longitude and latitude. Once the locations have been
geocoded, they can then be mapped, and analyzed using spatial queries, such as the one below concerning
border areas.

Specialized software and data are required for this; AEG maintains an extensive facility of this type. The
general geographical infonnation systems (GIS) facility we used for this project is Mapinfo Professional,
with additional software provided by Anysite, including their geocoding engine, and data provided by a
variety of vendors, most of which is based on US Census data and Census TIGER files.
10These were excluded from the analysis; a source for these errors could be a new street name, or an error
or omission in the listed street address or zip code.
11While this analysis includes the buffer strip along the city's waterfront, very few firefighter residences are
included in this area. This observation supports the finding that the residential locations for many
firefighters reflects a desire to live in or near other communities in the (U.S) Detroit metropolitan area.
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BorderAreas andLocationDecisions
CUITentlocationdecisionswithinthe Cityprovidean insightinto the probablelocation
decisionsof City workers,if they were not subjectto a residencyrequirement. Thevisual
showsclearlythat a largenumberof the City's firefightersalreadychooseto live closeto
the City'sborder,signifyingtheir preferenceto spendpart of their time outsidethe City.
Withoutthe legalrequirementto remain in the City, it standsto reasonthat manywill opt
to move intothe communitiesin which they now spendconsiderabletime.

This informationcOIToboratesthe evidencepresentedelsewherein this reportthat the
Citywill suffefsome fiscaland economicdamage fromthe eliminationof the residency
requirement. 12

12 The spatialanalysisof firefightersis presentedas evidenceof locationpreference. For the fiscaland
economic analysis, we assumed that City employees spent about the same time and money as other city
residents that are employed. We do not have the data necessary to test this proposition that firefighter
location preferences are similar to those of other city employees. We do assume that the location
preferences of city employees are similar to those of other employed city residents, although this is
probably a conservative assumption for this analysis.
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Current Residences of Detroit Firefighters

and Relationship to City of Detroit Borders

Half-Mile Buffer
from City Border

Source: Anderson Economic Group spatial analysis of City of Detroit employment data.
Anderson Economic Group, Lansing, Michigan; http://www.aeg1.com FF 020

July 2000
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nnajorAssumpuons
A change inthe residencylawwouldresult in an accelerationin the trend of population
loss in the CityofDetroit.J3 We anticipatethat, with the lawprohibitingthe City from
enforcing a residencyrequirementon itsapproximately18,000municipalworkers,about
25% of thoseworkerswould relocateoutsidethe City,over a 5-yearperiod. Most of that
adjustmentwould oc<;urin the first two years.

This assumptionis based on the extremelystrongevidencepresentedaboveand in the
remainderof the report,which indicatethat:

. Between29% and 14%of employedworkersin variousoccupationsin 1985
migratedoutsidethe City by 1990;

. Fully 19% of the single-wage-earninghouseholdsin 1985migratedoutsidethe
Cityby 1990,and 28%of the two-earner-households;

.

Both US Census Bureau and private estimates of population change since the
1990 Census project a continued decline in the City's population;

Residents of the City of Detroit have migrated outside their City in the recent
time period in far greater numbers than those in the majority of other cities in the
regIon;

While improvements in the general economy and the effectiveness of the City
government have reduced some incentives to relocate outside the City, the poor
state of the City's public school system and relatively high taxes, along with other
factors such as density preference and desire to locate near growth areas of the
region, continue to provide incentives for employed workers to relocate; and

.

.

. A disproportionate share of the members of the police and firefighter unions have
already chosen to reside in neighborhoods at the border of the City, thus
indicating by their current location a desire to locate outside the City.

We assume that, for every worker that leaves, his or her household will leave as well.
For every four families of municipal workers that leave, one additional household will
also leave.

These are very conservative assumptions, particularly the key assumptions about
migration and the "multiplier" effect.I4 The findings of this analysis probably understate
the total impact on retail and residential activity, earnings, employment, and tax revenue
in the City.

13See the section entitled A Note on the 2000 Census for a discussion of the Detroit population.
14In particular, most economic impact studies in this area use a "multiplier" in similar cases of2.0 or more,
rather than the 1.25 in this study. Some multiplier is needed because the loss of one family's tax ~evenue,
retail purchases, and income will necessarily ripple through' the rest ofthe City's economy, resulting in
additional reductions.

The use of conservative assumptions is discussed in the text in the subsection entitled Conservative
Assumptions, and an extensive list of base data, assumptions, and parameters are in the appendix entitled
Assumptions.
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Findings
. A changeintheresidencylawresultsina lossof majortaxrevenueto theCityof Detroit.

This loss occursbecausethe decline in Cityworkers residing"inthe City, especially
Police andFire employees,encouragesothersto leavethe City as well. This loss in
residentpopulationcarries with it decliningretail activity,as well as a reductionin both
propertyvaluesand the attractivenessof manyCity neighborhoods.

We modeledseparatelythe effectof these demographicandeconomicchangeson the
major tax revenuesourcesfor the City. These include:

. Incometaxes for residents,non-residents,andbusinesses;usingthe
reductionsin tax rates for personalincometaxes requiredunderthe recently
passed PublicAct;

Utilityuser taxes for residentworkerhouseholds,and otherhouseholdsand
businesses;and

.

. Property taxes, including both real (buildings and property) and personal.

For each major tax revenue source, an elimination of the residency requirement would
result in a reduction in revenue. IS The total annual direct cost, in major source tax
revenue, would be approximately $21 million. This includes just major tax sources for
the City-not revenue sharing, federal or state funds; or other sources that may also be
negatively affected by the change-and assumes that the City's economy has received
most, but not all, of the effects of a change in the residency requirement. 16

The following table summarizes the impact, in fiscal year 2002-2003, of a change in the
residency requirement:

Table 2: Effect of Residency Law Change in Fiscal Year 2002-2003

Source: AEG projections; base data from City of Detroit, Census Bureau, and other
sources. Table shows changes from baseline projection.

ISThe overall municipal income tax revenue declines, though the revenue from non-residents actually
increases for a while, due to the number of City workers who migrate outside the City for their residence
(reducing resident income taxes), but retain their City jobs (thus increasing non-resident income tax
revenue.) .
16Some economic changes would occur even before a change went into effect; others would take effect as
employees changed their plans, and still others would wait until they changed their residences. As noted
below, it is difficult to precisely state in which years the full effect takes place. Accounting differences-
such as fiscal year/calendar year offsets-also can affect the timing.

AEG 10

Change in Major Changein City ChangeinNumber Changein
Source Workers of Resident Population
Tax Revenue MaintainingCity Workers

Residency

-$21.7 -4,396 -5,495 -15,332



Other Factors Not Included in Fiscallmpa~t
The City would also realize other losses, which we did not model. These include:

. Reductionsin StateRevenue Sharing,especiallyas the "formula"moves
towards a per-capitabasis;

Additionalreductionsin revenuefor serviceincomefor enterprisefunds,
whichwould likelyoutstripreductionsin servicecosts;

Continuedsubsidiesto enterprisefunds,whichwouldhave to be carriedon a
smallerrevenuebase;

Any changesin FederalAid dueto lowerpopulation;

Any reductionin the generaleconomicgrowthrate, includingincome
growth, in the City;and

Other importantfactorsthat are difficult to quantify,such as the lossof the
comfortof knowingthat Policeand Fire workersare livingnearby;the
attendantincreasesin crime;and the disruptionin the generalimproving
trend of Detroit.

.

.

.

.

.

The exclusionof these otherfactorsmakesthe resultswe projectquiteconservative.
Werewe to exhaustivelymodelall identifiablefactors,the revenuelosswe projectwould
certainlybe larger.

AEG 1l



Comparing Results to Current Budget and Past Analysis. .
The results of this analysis were compared to a previous analysis of the issue, done by
economist Michael Thompson in 1985.17 This analysis, adjusted for the higher price
levels, lower tax rates, and larger municipal share ofthe Detroit economy, produced an
estimate of annual direct tax revenue losses to the City of Detroit equivalent to $24
million, once the effects of the migration had occurred. The similar results support the
findings ofthis analysis. A comparison with the previous study is in an appendix entitled
Comparison with Previous Analysis.

The projections were also compared with the current (fiscal year 1998-1999) budget, for
major tax revenues. We project changes in revenue for major taxes that support general
fund activities, with 1999 estimates that match very closely the budgeted figures for the
City in the current fiscal year. A reconciliation of the projections with the current budget
is in an appendix entitled Reconciliation of Forecast with Budget.

Conclusion
While anyeconomicimpactstudyrelieson projectionsandpartial information,this study
relies on a conservativemethodologyandavoidsexaggeratingbenefitsor excluding
costs. Evenusingconservativeassumptions,the rescissionofthe authorityof the City to
enforce a residencyrequirementformunicipalworkerswouldresult in significant
reductionin tax revenue. Asthe City is strugglingto maintainthinlybalancedbudgets,
such a declinewould result in significantdamageto the City'seconomyand image.

17 Micl1ael S. Thompson, "The Economic Impact of the Relaxation of the Residency Requirement of the
City of Detroit," paper, no date but believed to be 1985.
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Exhibits

The followingexhibits illustratethe findings:

1. The exhibitPopulationChangesin SoutheasternMichigan illustratesthe
profoundlydifferentpopulationtrends in the City of Detroitand the areas
surroundingit in recent years. The City has declinedin populationrelative
to its less densely-populatedsuburbs. Thismigration,whichhas takenplace
for a varietyof reasons, is a good indicationof the locationpreferencesof
many municipalworkers. A change in the residencyrequirementfor
municipalworkers-which havebeen preventedby ordinancefrom moving
outside the Cityboundaries-would inevitablyresult in somechangesin
their locations.

2. The exhibitProjectedRevenue Changesto the City of Detroit showsthe
projectedchangein tax revenuefor municipalincometaxes, propertytaxes,
and utility usertaxes:

. Residentand corporate incometax revenueswouldbe significantlylower
underthe residencylaw changescenario. Non-residentincometax
revenuewouldbe higher, as many workerswho changetheir residence
would retaintheir employmentwithin the City. This increasein non-
residentincometax revenuedoes not offsetthe declinein resident
incometax revenue,though,as the non-residentrate is half that of the
residentrate.

. Real estatetaxes, which are a larger shareof the City'srevenuebase,also
producea larger revenue losscomparedwiththe basescenario.

Two smallercomponentsof the City's revenuesare also affected. Utility
tax revenuegrows less rapidlyunder the revenue lawchangescenario.
Inaddition,CorporateIncometax revenuedeclinesfasterunderthe law-
changescenario. This is partiallydue to a decline in the tax rate,which
we haveassumedwill occurin both scenarios.

.

The total impacton the City'sbudget, afterthe effectsof the migration
have largelyoccurred,will be over $21millionper year in direct revenue
loss.

3. The exhibitentitledVisualOutlineof EconomicModeldisplays, in a
graphicalform,the structureof the modelusedto forecastthe tax revenue
changesto the Cityof Detroit. Note that changesin demographics,due to
the changein law, drive changesin location,reducethe tax base, andresult
in lowertax revenues.

.
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Background: The Residency Requirement "Iss"ue

ResidencyRequirementsunder MichiganLaw
Detroit, likemany other cities in Michiganand acrossthe country, imposesa residency
requirementon its employees. The enactmentof PublicAct 212, whichwent into effect
in Marchof 2000, will prohibitthe Cityof Detroitand other local governmentsfrom
imposingsuch requirementsor includingthem in collectivebargainingagreements.IS

The legislaturewas aware ofthe likelynegative impactof the bill on the City's finances.
Accordingto a brief analysisof the bill providedby the SenateFiscalAgency:19

FISCAL IMPACT
The bill would allow certain employees, as specified in the bill, to live outside of State or
local unit boundaries, thereby reducing the income tax revenue collected by the State or
cities that levy a city income tax. Depending on the degree to which city income tax
collections changed, revenue sharing payments also could minimally change.

The Houseof Representativescommitteealsoheardtestimonyfromthis authoraboutthe
likely fiscal impactof the bill.2° It appearedthat the majorityofthe debateconcernedthe
non-financialand non-economicaspectsof the bil1.21These same concernsmotivatedan
initiatedconstitutionalamendmentthat will appearon the November2000ballot.

18Senate Bill 198, which was signed into law by Governor Engler on December 22, 1999, is scheduled to
go into effect on March 10, 2000. The bill provides in pertinent part:

Sec. 2. A public employer shall not require, by collective bargaining agreement or otherwise, that
a person reside within a specified geographic area or within a specified distance or travel time
from his or her place of employment as a condition of employment or promotion by the public
employer. This act does not prohibit a public employer from requiring, by collective bargaining
agreement or otherwise, that a person reside within a specified distance from the nearest boundary
of a public employer. However, the specified distance shall be 20 miles or another specified
distance greater than 20 miles.
Sec. 3. This act applies only to employment contracts entered into, renewed, or renegotiated after
the effective date ofthis act, in accordance with the prohibition against impairment of contracts
provided by section 10 of article I of the state constitution of 1963.

19"Bill Analysis", 4-20-99; Senate Fiscal Agency, Lansing Michigan. A second analysis, recapping
arguments pro and con, again repeated the notion that, especially in "unattractive" cities, that some
employees would likely move out a city that no longer imposed a residency requirement.
20Weare not aware of any other fiscal or economic impact analyses that were available to the legislature,
the City, or the general public.
21To summarize the major arguments in favor and against the bill, the proponents argued that, in general,
no local area should be able to restrict the ability of a worker to live in a certain area. Opponents argued
that local voters should be able to determine the employment terms offered by local governments, and that
employees have the freedom to choose different jobs if they object. These are important issues, and it is
not surprising that many legislators viewed these as more important than the fiscal and economic
consequences of the bill on the City of Detroit.
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RecentLaborArbitrationDecisions

A previousversionof this reportwas given in two previous laborarbitrationsfor the City
of Detroitand its two policeemployeeunions,the LSAand DPOA. The DPOA
arbitrators'decisionincludeda specificfindingon the issue?2

And the recent State law barring governmental entities from making residency a
condition of employment will add to Detroit's population loss. Without a doubt some City
employees will take immediate advantage of their newly won right to relocate. Should,
however, a large number of employees do so, it could have a significant adverse impact
on City revenuesover the short haul. .

The OpinionandAward alsorejected the conclusionof anotherexpert,who had testified
that the Cityhas the "capacity"to grantthe increasein benefitsandwagesrequestedby
the association.23

22 City of Detroit and DPOA, MERC case D98 E-0840, "Opinion and Award," July 21, 2000, page 5.
23 Opinion and Award, page 6.

AEG 18



Background: The Detroit Regional Economy

TheDetroitArea

The metropolitanarea surroundingthe Cityof Detroitis the 8thlargestin the country,
accountingfor over 5.2millionpeople,of whichover4.3 millionare in the Detroit
Metropolitanarea.24A networkof:&eewaysallowsdirect accessto mostparts of the
Metropolitanarea, as well as surfacestreetsconnectingwith all areas. Thus, employees
of the Cityof Detroit are able to easily relocatein otherurbanand suburbanareaswithin
commutingdistanceof their placesof work.

The CensusBureau's officialestimatesfor the populationof the Cityof Detroitare
containedin Table3. TheCity fellbelowthe 1millionmark after the 1990Census,
dropping:&omthe 7thlargestcity in the nationto the 10th.Its lossof 57,000residentsin
the 1990-1998periodplaced it as one of the largestpopulation-losingcities in the
country,with a rank of 197out of 218 cities with populationover 100,000.

Table 3: Population Estimates for the City of Detroit

Source: US Census Bureau, Report SU-98-1

A Note on the2000 Census

The censusfigures for the Cityof Detroit, likethose of every other largearea, are
estimatessubject to error. In particular,urbanareashavehistoricallybeen undercounted.
The combinationof a populationnear to 1million,and the existenceof state statutesthat
establishcertain rightsfor citiesover 1million,has leadto morethanthe usual amountof
scrutinyof Detroit's figures.

However,the exact numberof residentsis not criticalfor this analysis. Predictingthe
effects of a change in the numberof residentworkerspayingtaxes is the goalof this
analysis,and we havequite firmfiguresfor tax revenueand the numberof filers. Thus,
the effectsof a changein the residencyrequirementonmajor sourcetax revenuewould
be the same, regardlessof whetherthe Cityhas slightlyover or slightlyunder 1 million
residents.

24Bureau of Census, Current Population Estimates, MA-96-8. The Detroit-Flint-Ann Arbor area is
considered a CMSA by the Census; the Detroit PMSA accounted for 4.3 million people in 1996; the Ann
Arbor and Flint PMSAs had 530,000 and 436,000 people, respectively.
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Methodology

GeneralMethodology
In conductingthis evaluation,we interviewedCity officials,reviewedeconomic,
demographic,and financialdata, and consultedpreviousresearchon the topic. Building
on pastwork on the economyand financesofthe Cityof Detroitand the Stateof
Michigan,we then prepareda modeltracingthe effectsof residencyof Cityworkerson
the population,economy,tax base, and financesof the City.

Usingthis model and additionalinformation,we projectthe direct, indirect,and induced
effectsof a change inthe residencyrequirement. Thesechangesinclude:

. Changesin the residentpopulationof the City;
Changesin the numberof residentand nonresidentworkersin the City;
Changesin the numberof municipalworkersresidingin the City;
Changesin propertyvaluesand other tax bases;and
Changesin propertytax and incometax revenue.

.

.

.

.

The methodologyusedwas conservative,and avoidedthe commonerrorsof exaggerating
benefitsand undercountingcoststhat haveunderminedothereconomicimpactanalyses.
A summaryof data sources,equations,and modelnotesare includedin this report,along
with explanatorynarrativeand a discussionof the limitsofthe methodology.

Assessing Economic Change

The starting point of any impact assessment is identifying the change that "impacts" the
surrounding economy. In this case, the direct economic change we consider is a change
in the requirement that City employees reside in the City. We place the economic effects
of the change as beginning in the calendar year 2000. In fact, some of the effects are
already starting; the potential for a change in the requirement is undoubtedly already
affecting employee plans regarding future location decisions.

Direct, Indirect,and InducedBenefits
EconomicImpactanalysisis a tool of appliedeconomics,whichestimatesthe total
economiceffectof a specificchangein a local or regionaleconomy.25These impactsare
generallybrokendowninto three categories.

. Direct effects arethose directlyattributableto the change. In this case, direct effects
would includethe effectsof employeesand their familiesrelocating.

2S A good,brief summaryof techniquesare in Glenand BurtonWeisbrod,A Primeron EconomicImpact
Analysis, Boston, MA, Economic Development Research; available on the web at
http://www.edrgroup.com/B23.html. See also, by the same authors: "Assessing the Economic Impact of the
Transportation Projects: How to Choose the Appropriate Technique for your Project, " National Research
Council, Transportation Research Circular No. 477, October 1997.
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. Indirecteffects are those that emergeindirectly fromthe change. This wouldinclude
reductionsin spendingintheareabyfonnerresidentemployees,reductionsintax -
revenuefrom higherpropertyvalues,and other effectsthat occur as a resultof the
change.

. Inducedeffects are those that do not occur indirectlyor directlyfromthe change,but
as a result of behavior inducedby the change. Migrationoutsidethe Cityby
municipalemployees,particularlypoliceand fire employees,would inducesome
other residentsto leave. This reductionin policepresencewould likelyresult in an
increasein crime and reductionin propertyvalues. This, in turn, wouldresult in
fewerdollars spent in restaurantsand shops, and a furtherreductionin new income
and earnings.

Induced benefits are the hardest to predict and measure, as they by their nature cannot
be directly identified. We have taken a very conservative approach toward induced
effects.

AssessingCostsand Benefits
Properlyidentifyingall costsand benefits is the key to properanalysis. In this case,we
are careful to identifythe likely-effects,both cost andbenefit,to a changein residency
requirements. We have excludedfromthe analysissourcesof revenuethat weretied
directlyto specific fees for specificservices,or whichprimarilyfinancedenterprise
funds.
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Specific Methodology of this Evaluation

Financial Impact
This analysisgoes beyondtypical economicimpactanalyses,and includesan explicit
financial impactassessmentfor the City of Detroit. TheCity is a financialentityon its
own, with particularsourcesof revenue,expenditureitems,and budgetconstraints.

The economyof the City-more preciselythe geographicand demographicarea around
the City-strongly influencesthe City as a separatefinancialentity. Inthis analysis,we
link the economyof the Citywith its finances.

Revenue Sources Included

The most obvious direct connection between the economy of the City and its finances is
through tax revenue. Many types of taxes are levied by the City, and through other state
and local governments, which affect its finances. In addition to direct taxes, fee revenue
and various state programs that result in direct aid to the City, or indirect aid, also should
be considered.

We modeled separately the effect of these demographic and economic changes on the
major tax revenue sources for the City. These include:

Income taxes for residents, nonresidents, and businesses; using the
reductions in tax rates for personal income taxes required under the recently
passed Public Act;

Utility user taxes for resident worker households, and other households and
businesses; and

. Propertytaxes, includingboth real (buildingsand property)and personal.

For each majortax revenuesource,the residencylawchangewouldresult in a reduction
in revenue.

.

.

Other FactorsNot Included
The City wouldalso realizeother losses,whichwe didnotmodel. Theseinclude:

. Reductions in State Revenue Sharing, especially as the "formula" moves
towards a per-capita basis;

. Additionalreductionsin revenuefor serviceincomefor enterprisefunds,
whichwouldlikelyoutstripreductionsin servicecosts;

. Continuedsubsidiesto enterprisefunds,whichwouldhaveto be carriedon a
smallerrevenuebase; and

.. Any changesin FederalAid due to lowerpopulation.

. Any reductionin the generaleconomicgrowthrate, includingincome
growth, inthe City.
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. Other importantfactorsthat are difficultto quantify,such as the lossof the
comfortof knowingthat policeand fire workersare livingnearby; the
attendantincreasesin crime; and the disruptionin the general improving
trend of Detroit.

The exclusionof these other factorsmakes the resultswe projectquiteconservative.
Werewe to exhaustivelymodel all identifiablefactors,the revenue losswe projectwould
certainlybe larger.
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Past Analyses and Current Budget Comparisons

Comparisonwith 1998-99Budget
The projectionswere also comparedwith the fiscal year 1998-1999budget, for major tax
revenues.26We projectchangesin revenuefor major taxes that supportgeneralfund
activities,with 1999estimatesthat matchvery closelythe budgetedfigures for the City in
the currentfiscal year. A reconciliationofthe projectionswith the currentbudget is in an
appendixentitledReconciliationof Forecastwith Budget.

Note that the projectionswill not matchexactlythe Citybudget, even if they are
extremelyaccurate. The projectionsare based on trendrates of economic,demographic,
and tax base growth. The key point in this analysis is the differencethat a changein
residencywould create, assumingthat these other assumptionscontinueto hold.
A NOTEONTIlE1999-2000BUDGET

The baseprojectionswere not revisedfor the small differencesbetweenthe 1998-99and
1999-2000budget,as the fundamentalunderpinningsof the analysisremain sound. The
focusof the analysis is the difftrence betweenthe City's financeswith, and without,a
residencyrequirement. Thus,smallchangesin the startingpoint for the analysiswould
not affectthe resultsof the analysis.

Comparison: Recent Outside Analyses of CUffent Fiscal Health

BOND RATING AGENCIES: MOODY'S

The Cityof Detroit, like other municipalities,corporations,and governments,regularly
borrowsmoney. Like all borrowers,the City's creditworthinessis evaluatedby lenders
beforethey issue a loan.27In the municipalbond market,most cities and states are rated
for creditworthinessby one or more independentratingagencies. Theseratingsprovide
lenderswith an independentevaluationof the borrower'sabilityto repaythe debt.

The Cityof Detroit recentlyreceiveda "Baal" ratingnom Moody'sInvestor'sServicefor
its abilityto supportits GeneralObligationbonds. TheCity has decidedto pay a bond
insurancecompany,FinancialSecurityAssurance,Inc.,to insurethat the bonds are
repaid;the insuredbonds were giventhe higherAaa rating.

It is importantto note that the localgovernmentmust repayGeneralObligationbonds,
under the Stateof MichiganConstitution. Suchrepaymentcan be accomplished,if
necessary,by levyingunlimitedtaxes on the citizensof the City.28As Moody'snotes in
its assessmentof the City's finances,the City's abilityto repay its debthas improved.
However,Moody'snotes the Citycontinuesto have "extremelyhigh debt levels,"and
that "severalobstaclesmust be overcomein order to stabilizeeconomicconditionsover

26 This budget was the cUlTentbudget at the time this analysis was originally performed, and has been
maintained for consistency with the analyses provided in the arbitration hearings for the DPOA and LSA
contracts, is the same as in the earlier analyses. The discussions below summarize the changes that have
occulTed in the City since the issuance of the original analysis of the impact of residency.
XlWhether the loan is in the form of a direct bank loan, line of credit, or the issuance of notes purchased on
the municipal bond market is not important in this discussion; all these are forms of lending.
28Michigan Constitution, Article IX, section 6, "nonapplication of limit clause."
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the long-tenn. ,,29

BOND RATING AGENCIES: STANDARD & POOR'S

Standard& Poor's also rated Detroitbonds recently,givingthe GeneralObligationbonds
an "A-"rating.3oThe S&P analysiswas quite similarto that of Moody's,citinghigh debt
ratios, improvementin the City'seconomicbase, and the needto addressfiscal concerns
that remain. The concludethat the outlookremains"stablebasedon continuedrenewed
economicgrowth and investment,successfulcost containmentcoupledwith promising
revenueenhancementeffortsdespitea highbut levelingdebt burden."

Suchan analysis is againconsistentwith our view ofthe city's improved,but still fragile
finances.

BOND RATING AGENCIES: FITCH

The Fitch rating agency also rated Detroit's General Obligation bonds as "A-," noting the
insurance provided by FSA. Fitch also cited "stringent budget control and a finner
economy" as reasons to rate the insured bonds A-.31

CONCLUSION: BOND RATING AGENCY ASSESSMENTS

The Moody's, S&P, and Fitch analyses corroborate our view that the City has made real
progress in improving its economic base and financial management, but that the recovery
is still somewhat fragile. To maintain Detroit's improving position will require continued
economic growth, budget discipline, and continued effort at improving its finances.

AMERICAN ECONOMIC GROUP ANALYSIS

An economic consulting finn headquartered in the Washington DC area recently
evaluated the City's budget and the casino industry, in a report prepared for the Detroit
City Counci1.32This report, prepared by the "American Economic Group, ,,33was
reported as indicating that the City's likely revenue from casinos would exceed previous
forecasts.

Indeed,the report does providean optimisticassessmentof the likelyrevenuefrom
casinos,as well as an optimisticassessmentof revenuesharingchangesat the state level.
The report does not providea comprehensivelookat the City's revenuestreams,nor an
evaluationof economiccycles,the auto industry,residencylaws,or other key factors.34
The report'skey findingis that growthin revenuesfromcasinoswill roughlyreplace
losses fromthe state's actionsonrevenuesharing.

We believethis report is a reasonableeffortto assessthe impactsof the casinos industry,
along with revenueshareing. However,we find its assessmentson both countsto be
somewhatoptimistic. First, the casinorevenueestimatesare higherthan those

29Moody's report on City of Detroit General Obligation Bonds (unlimited tax) series 2000-A and 1999-A,
March 1999.
30Standard & Poor's, Public Finance New Issue Review, March 29,1999. S&P did not detail the rating on
the bonds, absent the insurance provided by FSA.
31Fitch mCA, New York, press release, March 26, 1999.
32"Detroit Casino Taxes and Fees: Projections in Context of Future Budgets," June 29, 2000, American
Economics Group, Washington DC.
33While this firm uses the same initials (ABG) as the Michigan-based Anderson Economic Group that

~epared this report, there is no connection between the firms.
Indeed, the report explicitly disclaims any ability to forecast economic downturns, and does not

incorporate an assumption of any future downturn.
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anticipatedby the City. Whilethis may, or maynot, provecorrect,there are many
offsettingcoststo the casinorevenuethat are not consideredin the report.35

Second,the report assumesthat revenue sharingis "frozen"at current levels. As noted
elsewherein this report, this is an optimisticassessment,as there is no enforceable
requirementfor future legislaturesto appropriatethis amountof revenue.

On broaderindicationsof the City's fiscalhealth,we sharethe report's evaluationthat the
expendituregrowth in the City'sbudget,when comparedwith revenuegrowth,is
"worrisome,"and that measuresto restrain spendingare necessaryto maintainfiscal
health. Thus,with the exceptionof two optimisticassessments,the findingsof the report
provideadditionalcorroborationto our assessmentof the City's fiscalhealth.

CONCLUSION: OWER RECENT ANALYSES

Our review of the City's economy over the past twelve months is consistent with that
reported by independent rating agencies. With the exception of the optimistic assessment
of casino revenue and the assumption that an economic downturn need not be anticipated,
it is not inconsistent with the major findings of the outside analysis provided to the City
council.

All these analyses, properly considered in the context of uncertain casino revenues and
the certainty of another economic downturn, indicate that the City's finances are
improved, but that fiscal discipline must be maintained in order for the City to continue
its economic improvement.

35Such costs include direct government costs, such as police and fire protection, social service costs for
gamblers, and other services, as well as the more significant economic costs. Gaming is fundamentally a
zero-sum game: money transfers from one party (gamblers) to another party (casinos), and is shared
among employees, investors, vendors, and governments. By comparison, private industry is a positive-sum
game: customers give money to vendors, who provide them a product that was produced with less cost that.
the selling price. Thus, the overall transaction improves everyone's welfare.

The fundamental weakness with gaming as an economic development tool is that it captures money
locally that would have gone into productive purposes, while it distributes some of that money to investors
and vendors outside the local area. Such a strategy can provide benefits to local residents only if, when
compared with not allowing gaming, more gamblers come from outside the area. The analysis done by the
Washington DC firm does not assess this dynamic.

AEG 26



'-

Comparison: Past Analysis of Residency Effects
The results of this analysis were compared to a previous analysis of the issue, done by
economist Michael Thompson in 1985.36 This analysis, adjusted for the higher price
levels, lower tax rates, and larger municipal share ofthe Detroit economy, produced an
estimate of annual direct tax revenue losses to the City of Detroit equivalent to $24
million, once the effects of the migration had occurred. The similar results support the
findings of this analysis. A comparison with the previous study is in an appendix entitled
Comparison with Previous Analysis.

Note that the previous analysis, even when adjusted, should not match exactly the
analysis this time. Differences in relative prices and the share of the economy
represented by municipal workers are two factors for which we have approximately
corrected. There are other factors as well. The current analysis is based on a more
sophisticated and comprehensive model, which provides more detail on individual items.

Conservative Assumptions
In general, the assumptions used in this analysis are much more conservative than those
used in the Thompson analysis. Two key behavioral parameters bear particular mention:

1. The multiplier used in this analysis is smaller at 1.25, rather than the larger 2.0 figure
used by Thompson. This multiplier reflects the fact that direct earnings of City
residents are spent more than once in the City, each time generating additional tax
revenue for the City.37 Typical multipliers for local impacts range ftom 1.4 to 3, and
Thompson's use ofthe 2.0 figure is not unusua1.38The 1.25 multiplier effect used in
this model is quite conservative.39

2. The assumed migration of City employees used in this analysis is also smaller.
Thompson assumed 34%, based on both survey data and an analysis of Census data
on comparable households.4O

36Michael S.Thompson,"TheEconomicImpactof the Relaxationof the ResidencyRequirementof the
City of Detroit," paper, no date but believed to be 1985.
37For example, assume that 70% of the dollars earned are spent in the local area. The first person spends
70% of a dollar in the City; the recipients of those dollars spend 70% of that portion of the original dollar in
the City (70% of .70, or 49 cents), and the next recipient spends 70% of that portion (70% of 49 cents, or
34 cents. Even after just three rounds, in this example, the loss of expenditures was 70 cents + 49 cents +
34 cents, or $1.53. This is equivalent to a multiplier of 1.53. Thus, our use of the 1.25 multiplier is quite
conservative. .

38Thompson cites regional multipliers from 1.41 to 3.07. More recent input-output model results from the
US BEA RIMS II models also typically indicate multipliers of2 or more in other urban areas.
39We implement the multiplier by having the migration of City workers induce the migration of other
workers, with the City thus losing the positive effects of some of their income. This is again a conservative

~proach. . .
The survey data was from a Market Opinion Research poll of City workers from 1974, which estimated

57% of the police and 62% of the fire employees would migrate. As noted by Thompson, this estimate is
subject to the usual qualifications about survey data.

The Census data analysis was based on employed individuals that reside in the tri-county area, and who
migrated between 1975 and 1980. This indicated net migration, in personal income classes of $25,000
annual earnings and up, between 21% and 33%. Net migration among persons with lower personal income
was much lower; persons with personal income below $15,000 had net migration of 9%, and those with
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UrbanLocationChoices:SurveyData fromOtherCities
The primarysourceof informationon the locationdecisionsof Detroiiresidents in this
studyis the actual decisionsof thoseresidents. Theactualbehaviorof people is always
the best indicatorofthe motivatingforcesbehindtheir desiredbehavior.44We have
summarizedsubstantialinformationabove on that behavior,from censusdata, tax data,
employeeinformation,and other sources.

We havesome surveydata on the locationdecisionsof residentsof anotherMichigan
city, Lansing. Whilethere are differencesbetweenLansingand Detroit,the surveydata
at leastprovidessomecorroboratingevidenceonwhy currentresidentsof a Michigan
city mightchooseto live, or not live, in the city inthe future.

The City of Lansing's populationhas been relativelysteadyduringthe past 10years.
Thus, the actual behaviorof Lansingresidentshas beento remainwithintheir resident
city at a higherrate than those in Detroit. Thiskey differenceshouldbe kept in mind
whenviewingthe factorsLansingresidentsindicatedwere importantto their location
decisions.

The studyfoundthe followingviewpointsin Lansing.45

. Onlya smallmajorityof householdsrandomlysurveyedin the study, 56.7%,
expect to be livingin the City five years fromnow.

. Residentsexpressedthat livingin the Cityprovidedkey advantages,including
good accessto work and retailand shoppingopportunities.

. A majorityof residents surveyedfoundthat their neighborhood'sappearanceand
neighborsto be positiveattributes.

Residentsalso expressedconcernsaboutschools(thenumberonenegativeissue for
Lansingresidents),crime,and taxes.

These surveydata, likeany surveydata, shouldbe interpretedwith some caution,
particularlyas theywere not takenfrom DetroitCityemployeesor residents. However,
we note that the concernsexpressedby Lansingresidents-the qualityof schools,access
to shopping,crimerisk, and tax levels-are factorsthat wouldmotivatemany Detroit

44In the theory of microeconomics, this is sometimes referred to as "revealed preferences," as the actual
behaviorof people revealstheir underlyingpreferences. -

45The 1999 City of Lansing Housing Market Study was conducted by Gove Associates and W.E. Upjohn
Institute for Employment Research, with assistance from the Kercher Center for Social Research at
Western Michigan University. The study was commissioned by the Lansing City Council as an objective
analysis of the City as a place to live, work, and shop, and was submitted to the Mayor of Lansing and the
Lansing City Council.
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residentsto considerlocatingoutsidetheir city. Thus, this surveydata corroboratesour
beliefthat many Detroit residentsaffectedby the residencyrequirementwill consider
relocatingoutsidethe City.
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A:. Appendix A: ModelAssumptions and Parameters

1. Population Module

Brief Description:

The population module calculates population changes from 1999-2005 based on residency law
requirements; Le., with or without a residency requirement for city employees.

AssumD ti ons

Parameters and Assumptions:

EXDlanation / Source

Average HH Size

Population Under
Current Law (1999)

Resident Workers

Non-Resident Workers

City Employees

Parameters

Direct Migration Factor

Induced Migration
Multiplier

Adjustment Modules

Number of working
adults per City Employef
(i.e., an employee of the
city) household

Value

2.79 Junel999 number. Source: SEMCOG Population and Household
Estimates for June 1999.

965,351 June1999 number. Source: SEMCOG Population and Household
Estimates for June 1999.

260,000 Based on 243,742, which was the number oftax returns proCessed for the
1997 accounting period. These returns may include more than one
taxpayer. Growth assumption is recent trend. Source: City of Detroit,

160,000 Based on 145,644, which was the number oftax returns processed for the
1997 accounting period. These returns may include more than one
taxpayer. Growth assumption is recent trend. Source: City of Detroit.

18,073 June 1999 number. Source: Salary Analysis Statistics Table, City of
Detroit.

Value EXDlanation / Source

23-35 % This factor drives the migration rate of current city employees over the
six-year period. Each of these employees is assumed to belong to a
household (for HH size, see above "Average HH Size"). This employee,
after migration, is assumed to remain employed by the City of Detroit.

25% Induced migration as a percentage of direct migration; i.e., for every four
city-employed workers that leave, one other worker wiII leave thecit)r,
who after migration, does not remain employed in the city.

Adjustment modules all assume a decreasing percentage of city employees
and total"migration within 6 years.

1.0 AEG parameter estimate.
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Number of working
adults per City worker
household

1.0

October 6, 2000

AEG parameter estimate.

2. Growth MultiplierModule

Brief Description:

This module calculates multiplier values for the model period, 1999-2005, for the three, incorporated
economic growth rates: Income, SEV, and "NonWorker" Economic growth

Input Assumptions & Parameters:

Parameters Value

Economic Growth Rate 5%

Explanation / Source

ABG parameter estimate of nominal income growth in the Detroit region.
"Nominal" growth includes both real growth and inflation. This is a trend
estimate for the entire region; actual growth will vary by year and vary among
municipalities in the region.
Comparative figures: lO-year median household income growth, Detroit
PMSA, 4.9% (at last census); annual change in total personal income, Detroit
PMSA, 4.4% (1997); Michigan Personal Income Growth, annual rate, 1998
IV quarter, 9.1%.

ABG parameter estimate based on historical data. Detroit SEV growth rates
for 1995-2000 fiscal years was 7.9%.

AEG parameter estimate based on historical data. Detroit SEV growth rates
during period 1981 to 1994 fiscal years was .82%.

This rate is used to project economic variables that are not exclusively driven
by current employment by resident or nonresident workers. (The term
"nonworker" is useful only in differentiating these variablesITom those drive:
directly by the number of resident and nonresident workers.) This rate drives
corporate income and Nonworker utility usage growth, both of which would
be affected indirectly by migration of city workers. By contolSt, the
municipal income tax revenue.is affected directly by s\lchmigratic>n.

This variable is calculated as the average of the Economic (nominal income)
and SEV growth rates.

A-2

SEV GrowthRate 4%
(Residencyrequired)

SEV GrowthRate 2%
(Residencynot required)

NonWorkerGrowthRat. Varyin!
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3. Tax Base Module .

Brief Description:

June 12, 2000

This module applies various growth rate multipliers to the tax base values.

InDut Assumptions & Parameters:

AssumDtions Value

Resident Income $34,526

NonResident Income l.5xRes

ExDlanation / Source

1998 estimate of average income for a Detroit household; 1999 average earnin ;
$35,384. Source: MapInfoDATA, 1998 and 1999.As a model-simplifying
assumption, average earnings of city employees were aSsumed to equal the
average income for a Detroit resident. The actual average income for a city
employee as of June 1999 was $33,997.
Source: Salary Analysis Statistics Table, City ofDetroi~.
Cross-checked with Detroit Income tax return data to ensure comparability.
Assumed to be 1.5x the resident income: $51,789. The estimated average
income in 1998 for Wayne County cities surrounding Detroit was $58,300.
Source: MapInfoDATA, 1998.
Median Household Income estimates for other Wayne County cities in 1999:
Allen Park. $55,994; Dearborn and Dearborn Heights, $51,382 and $52,381;
Livonia, $71,504; Redford, $51,157; Lincoln Park. $39,974. Of these, Livonia
had the largest growth between 1990 and 1999; a gain of 20,000 residents.
Source, MapinfoDATA 1999.
Cross-checked with Detroit Income tax return data to ensure comparability.

(Millions). AEG value derived from City of DetroitBudget Book. FY 1998-
99.

(Dollars per household). AEG estimate. The Utility Tax is levied on
telephone, gas, and electricity services.

(Millions). Source: City of Detroit Budget Book. FY 1998-99.

(Millions). AEG value derived &omCity of Detroit Budget Book. FY 1998-
99.

ExDlanation / Source.

% of resident personal income that is taxable. AEG parameter estimate
derived &om actual budget numbers.

% of nonresident personal income that is taxable. AEG parameter estimate
derived from actual budget numbers

Taxable values cannot exceed the statewide inflation rate of the prior year.
Therefore, the SEV here differs &omtheTV.
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CorporateIncome $1562

AnnualTaxedHousehold $1500
UtilityUsage

CitySEV $7,567

AnnualNonWorker $842.
TaxedUtilityUsage

Parameters Value

Taxable Income Factor 9()01o
(ReSident)

. TaxableIncomeFactor 85%

(NonResident)

SEV to TV multiplier 87.6%



-

June 12, 2000

4. Tax Revenue Module

BriefDescriDtion:

This module aggregates tax revenue from corporate, resident & nonresident income tax, property
taxes,& utilityexcisetaxes. .

AssumlJtions

Parameters & AssumDtions:

EXlJlanation / Source

Resident Income Tax
Rate

Non-Resident Income
Tax Rate

City Homestead
Property Tax Rate

Utility Tax Rate

Corporate Income Tax
Rate

Corporate Income Tax
Collection Rate

Resident Income Tax
Collection Rate

Non-Resident Income
Tax Collection Rate

Homestead Property Tax
Collection Rate

Utility Tax Collection
Rate

Value

3%to
2.4%

1.5 % to
1.2%

33.815

5%

1.9% to
13%

93%

Scheduled to decline to 2% at .1% a year, under certain conditions. Due to
fiscal year / tax year definition differences, model rate schedule is not
equivalent to fiscal year rates.

Scheduled to decline under certain conditions with the Resident Income Tax.

City property taxes are levied on residences and businesses. Assumed to
remain constant.

Scheduled to phaseout from 1.9% at .1% a year, under certain conditions.
Source: City of Detroit Budget, Fiscal Year ending June 30, 2000.

AEG parameter estimate.

A4

90% AEG parameter estimate.

95% AEG parameter estimate.

81 % AEG parameter estimate.

90% AEG parameter estimate.
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5. Budgeted Tax Revenue, Fiscal Year 1998-1999
AssumDtions Value

Net Property Tax $188,606,656

$368,000,000Net Income Tax

UtilityTax $54,750,000
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Appendix B: Data Tables: Tax Revenue Reports
The followingsets of data tablessummarizefour differentscenarios. -Eachscenario
contains informationon the changes in major sourcetax revenuefor the Cityof Detroit,
assuminga change in the residencyrequirement.

We analyzeda baselinecase,plus four differentscenarios. The scenariosdifferedin their
assumptionsabout:

1. The patternof the migration(much like a decay,amortization,or depreciation
schedule,assigningcertainshares of the declineto certainyears);and

2. The cumulativeshare of Cityworkersthat migrateoutsidethe City.The one baseline
and four comparisonscenarioswere:

. No migration. This is the baselinecase, againstwhich otherscenarioswere
compared. It assumesthat the City continuesto enforcea residencyrequirement.

.. A 35% migration,accomplishedin straight-linefashion.

. A 30% migration,accomplishedin a lit pattern.

. A 25% migration,accomplishedin compound-growthpattern.(Thisscenariois the
basis for our summarydata.)

. A 23% migration,accomplishedin two years,

As discussedabove and in AppendixD, these scenariosare muchmore conservativethan
those assumedin past analyses. As indicatedin detail on the followingpages,assuminga
differentadjustmentpatterndidnot significantlyalter the findingsoverthe next few
years.
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Detroit Model Reporter

1/t Migration: Tax Revenue Differences (Reductions shown as negative numbers)

Income Tax. CorD ProDertv Tax Utilitv Tax
$ - $ - $

$ (271,995) $ (3,778,132) $ (541,610)
$ (529,181) $ (7,782,952) $ (1,051,803)
$ (769,516) $ (12,025,039) $ (1,572,420)
$ (990,814) $ (16,515,424) $ (2,109,687)

Compound Growth Migration: Tax Revenue Differences (Reductions shown as negative numbers)

Quick Drop Migration: Tax Revenue Differences (Reductions shown as negative numbers)

Straight-Line Migration: Tax Revenue Differences (Reductions shown as negative numbers)

Fiscal Year Total Chanae Income Tax.Res Income Tax.NonRes
1999 $ - $ - $

2000 $ (5,402,892) $ (2,019,873) $ 1,208,718
2001 $ (10,679,865) $ (3,276,011) $ 1,960,082
2002 $ (16,090,769) $ (4,291,674) $ 2,567,880
2003 $ (21,679,819) $ (5,138,373) $ 3,074,480

Fiscal Year Total Chanae Income Tax.Res Income Tax.NonRes Income Tax.Cort:) ProDertvTax Utilitv Tax
1999 $ - $ - $ - $ - $ - $

2000 $ (5,965,476) $ (3,180,473) $ 1,903,330 $ (271,995) $ (3,778,132) $ (638,206)
2001 $ (11,181,386) $ (4,303,051) $ 2,574,133 $ (529,181) $ (7,782,952) $ (1,140,335)
2002 $ (16,362,604) $ (4,844,195) $ 2,897,958 $ (769,516) $ (12,025,039) $ (1,621,812)
2003 $ (21,660,815) $ (5,099,397) $ 3,050,889 $ (990,814) $ (16,515,424) $ (2,106,069)

Fiscal Year Total Chanae Income Tax.Res Income Tax.NonRes Income Tax. Cort:) ProDertvTax Utilitv Tax
1999 $ - $ - $ - $ - $ - $
2000 $ (6,382,827) $ (4,039,746) $ 2,416,768 $ (271,995) $ (3,778,132) $ (709,722)
2001 $ (11,400,072) $ (4,750,851) $ 2,841,848 $ (529,181) $ (7,782,952) $ (1,178,936)
2002 $ (16,346,196) $ (4,810,236) $ 2,877,371 $ (769,516) $ (12,025,039) $ (1,618,777)
2003 $ (21,544,767) $ (4,863,683) $ 2,909,342 $ (990,814) $ (16,515,424) $ (2,084,187)

Fiscal Year Total Chanae Income Tax.Res Income Tax.NonRes Income Tax.Cort:) ProDertvTax Utilitv Tax
1999 $ - $ - "$ - $ - $ - $
2000 $ (5,646,982) $ (2,524,171) $ 1,510,898 $ (271,995) $ (3,778,132) $ (583,582)
2001 $ (11,204,427) $ (4,351,094) $ 2,603,276 $ (529,181) $ (7,782,952) $ (1,144,477)
2002 $ (16,843,721) $ (5,824,415) $ 3,484,687 $ (769,516) $ (12,025,039) $ (1,709,438)
2003 $ (22,534,010) $ (6,865,394) $ 4,107,633 $ (990,814) $ (16,515,424) $ (2,270,010)



Appendix C: Reconciliation of Forecast with Budg~t
The followinganalysis illustrateshow the modelforecast for major tax revenuesmatches
up closelywiththe revenuesexpected for the City budget for the 1998-99fiscalyear. 46

The projectiondoes not needto match exactly,only to indicatethe likelychangethat
would occurif the residencyrequirementcouldno longerbe enforcedon Cityworkers.

46As discussed in the text, this was the current budget at the time ofthe original presentation of this
analysis, and relatively small changes in the fundamentals of the City's finances have occurred since then.
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Reconciliation: Budget & Projections for Current Period

Cityof Detroit Projected Revenue

Source
Resident Income Tax
NonResident Income Tax
Corporate Income Tax

Municipal Income Tax
Property Tax
Utility Tax
Total Major Taxes

1998-99
229
105
29

363
189
56

608

City of Detroit Budgeted Revenue

Source
Resident Income Tax
NonResident Income Tax

Corporate Income Tax
Municipal Income Tax
Property Tax
Utility Tax
Total Major Taxes

1998-99

368
188
55

611

Note: Breakdown of municipal income tax collections in model is based on actual filings;
City Budget does not include detail on resident, nonresident, and corporate income tax.
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Appendix D: Comparison with Previous Analysis
The followinganalysisbeginswith the results foundby Thompsonin his 1985analysisof
the likelyeffectsofa loss of residency. Thompson'sassumptionswere less conservative
than those usedhere; in particular,he used a multiplierof2.0 (ratherthan the 1.25here)
and expectedover 30% ofthe employeesto migrate.

As detailedin the attachedworksheets,Thompson's1985results,properlycorrectedfor
relativepricesand the scale of the municipalworkforce,are quite similarto ours. This
providesan independentverificationof the general findingsof this report.
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Comparable Past Analyses: Thompson (1985)

Number of Likely Migrating City Employees:

Average Annual Tax Revenue Impact Per Employee:

Total Annual Revenue Impact on City of Detroit, 1985

Price Deflator:

(Adjusts to 2000 dollars)

Direct Revenue Impact in 2000 dollars

Multiplier(Thompson p. 20); Generates Indirect Effects

Direct and Indirect Revenue Impact

Correction for Lower Income Tax Rates (divide)

Corrections, higher municipal workforce proportion (mull ( c )

Adjusted Total Impact in Current Period

(a)

(b)

6,506

$ 1,227.33

$ 7,984,998.04

1.47

$ 11,716,373.53

2.0

$ 23,432,747.06

1.15

1.19

$ 24,259,271.99

(a) Deflator to change from 1985 to 2000 dollars
Implicit Price Deflator, 1985 JJJQ
Implicit Price Deflator, 1998 JJJQ

estimated 2000 JJJQat 1.2% per annum
Price deflator from 1985to 2000:

(b) Income and corpor-ate tax rates were higher in
the 1980's than projected over the next ten years;
Municipal workforce was a smaller share of
overall workforce;
Resident Income Tax Rate, 1985:
Resident Income Tax Rate, 2002:
Ratio

Lower tax rates means the revenue impact would
be smaJJerduring future yearS.

(c) Residents income tax returns filed, 1985
Residents income tax retums filed, 1995
Ratio
This larger share of municipal workers means the
revenue impact of similar migration would be
larger during future years.

Anderson Economic Group

78.76
112.84

115.6
1.467298235

3.00%
2.60%

1.15

283837
237611

1.19
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Comparable Past Analyses: Thompson (1985)

Direct City Tax Revenue Loss Per Family
(Thompson Table 6)

weiahted
averaae (a)

Total

number share
emploved miaratinaI percent

17,483 6,506 37%

(a)

(b)

$ 1,227.33

Employees Migrating (Thompson Table 5)

Police OtherFire

number
emploved

number
emploved

share
I

number share
miaratina emploved miaratina

share
miaratina

3,779 2,295 3,4041,347 807 12,357

(b)

Weighted by number of employees in each category. Also could be weighted by number migrating.
The latter weighted average would be: $ 1,301.41

Current Detroit statistics indicate 18,374 employees in 1985.

Anderson Economic Group Appendix. D: 2

Police Fire Other
IncomeTax $ 604 $ 607 $ 443

PropertyTax $ 831 $ 834 $ 609
Utilitv $ 76 $ 76 $ 57
Total $ 1,511 $ 1,517 $ 1,109



Appendix E: Graphical Description of Forecast Model
The followingfigures illustrategraphicallythe comprehensivemodel-usedto forecast
economicand demographicchangesin the City,and the resultingchangesin major tax
revenues.

The modelsimulatesthe workingsof the City'seconomyas follows:

1. We make assumptionsaboutthe numberof workers,trendeconomicgrowthrate,
population,and othervariables. Theseare shownalongthe left sideof the graphical
illustrationofthe model.

2. We make a few parameteradjustments,which introducea change. In this case,we
changethe residencyrule trom residencyrequired(thecurrent,or base case), to
residencynolongerrequired. .

3. We projectpopulationbasedon theseassumptionsandparameters. Thepopulation
module,and the sub-modulesbeneathit, projectpopulationand migration.

4. The growthmultipliermodulecalculatesgrowthmultipliersfor the Cityeconomy,
underdifferent scenarios.

5. The tax basemoduletakes the economicgrowth-calculated earlier-and the
population-also calculatedearlier-and calculatesthe tax bases for the major City
taxes.

6. The tax revenuemodulecalculatestax revenueto the City, usingthe tax revenue
calculatedearlier, assumedtax rates,and other factors.

7. This tax revenue is reportedback, in dollarsper year,per tax. The differencein the
tax revenuestream,betweenthe basecase (residencyrequired)and the law-change
scenarios,is the directtax revenueeffecton the City.

The various assumptionsandparametersare discussedin the appendixentitled
Assumptions.
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Detroit Area:Population Changeby Minor CivilDivision,1990-98
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